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* Value in millions U.S. $ Exchange Rate: U.S.$1.00 = 8.3 Kenya Shillings 
unless otherwise indicated 


ECONOMIC INDICATORS 


% Change 
1974 1975 1976 975/76 

Population at mid-year (millions) 12.91 13.40 13.8 + 3.5 
GDP at constant (1972) prices by deal 1,63 7 > 
Per capita GDP at constant 

(1972) prices (in dollars) 136 130 132 +1 
GDP at current prices 2,110 2.470 3,008 +21 
Per capita GDP at current prices (in dollars) 168 184 217 +17 
GNP at current prices 2, 300 2,009 3,293 +22 
Per capita GNP at current prices (in dollars) 186.2 200.6 230.6 +18 
Gross fixed capital formation at 

constant (1972) prices 363.1 343.2 384.2 +11 
Gross fixed capital formation at 

current prices 488.7 582 715.2 +22 
Money Supply es 2 “i. 2628 Lo. 
Commercial bank credit outstanding (Dec. 31) 99.5 621.6 759.6 +22 
Commercial bank deposits (Dec. 31) 594.4 700.8 856.8 +22 
Ratio of lending to deposits (Dec. 31) 84.0 80.2 74 - 7 
Treasury bill interest rate (Dec. 31) 6.0 6.0 T.37 —27 
Internal public debt (June 30) 309.9 345.8 458.1 +32 
External public debt (June 30) 327.0 H02.0 503.7 #25 
Debt service ratio* Zs 2% 2.9 -10 
Foreign exchange reserves (Dec. 31)# 160.5 169.3 el Seo +61 
Balance of payments (surplus +, deficit -) 

Trade Balance -384.2 -313.4 -232 +26 

Total Current Account 274.3 104.0 -100.8 +45 

Capital Movements +205.9 +150. +101. + 

Overall Balance 68.4 -33.1 +86.6 +360 
Import Price Index = 

All Inports 178 220 238 +8 

Non-oil Imports 131. 188 201 + 6 
Export Price Index (1971 = 1 

All Exports 152 175 238 +36 

Non-oil exports Ll 1 + 


Quantum Index (1972 = 100) 


Imports 110 84 86 +2 


All Items 85 80 100 +25 
Non-oil Items sts} 80 106 #32 


*Service charges as a percentage of exports of goods and services. 


#SDR's and foreign reserves and foreign liabilities (other than IMF) 
and total net foreign reserves of the Central Government. 
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% Change 
1974 1975 1976 1975/76 
Foreign Trade: 
Total Imports (C.I.F.) 
Excluding E.A.C. Trade 879.2 833.5 945.1 +13 
from U.K. 153.4 166.6 184.8 +10 
from Iran 87.3 122.7 164.1 +2] 
from Japan 97.0 72.0 108.0 +50 
from F.R.G. 06.8 64.8 98.3 +46 
from U.S.A. 49.8 59.7 56.8 -4 
from Italy 29.7 30.4 25.9 -14 
from France 30.4 23.0 30.9 +34 
Total Exports (F'.0.B. 
Excluding E.A.C. Trade 507.0 515.9 668.4 +29 
to U.K. TY .8 54.4 86.5 +59 
to F.R.G. 42.8 H6.0 101.0 +119 
to U.S.A. 19.2 0.1 Gy .0 +118 
to Zambia oe 1 19. ; 21.0 +10 
to Netherlands 7.4 Lig 40.9 #128 
to Japan — B 156k 10.9 | 
Trade Within East African Commnity 
Imports 
from Tanzania 22.9 20.2 29.7 +47 
from Uganda 9.0 3.4 Lao ay 
Exports 
to Tanzania 62.2 68.4 80.2 ty 
ee) 78.9 (eRe 
ume mk ee hd6hUmrtrtrt~<C<; “2<C<SCSCQ” e 
(Nairobi) Dec. 31, 1975 = 100 91.4 109.3 116.7 + 6 
Middle Income Consumer Price Index 
(Nairobi) Dec. 31, 1975 = 100 01.3 106.0 114.9 
Industrial Production Index 1972 = 100 123.9 124.1 140.6 in 
Electric Power Consumption thousand KWH sor: 9 dans 1 1,002.4 +8 
Private Urban Construction Completed (Units) 1,337 1,131 750 5 
Employment in Modern Sector (000) B26. 3 ie B57.0 + 4.7 
Earnings in Modern Sector ore 838-9 79-3 79-3 _#e* 909.3 +21 
Arrivals of Visitors (000) ee a ae 
Hotel Bed Occupancy (000 bednights) 2 a i a aT +11 
Hotel Bed Occupancy Rate eS 18.8 2 


+ 
New Motor Vehicle i 
Freight Handled at Port of Mombasa (000 MT.) 6,522 5,948 5 504 = 1 
Freight Handled at. Nairobi Airport (tons) 30,941 33,598 33,091. 7 7) 
Production Major Products 

Crude Oil throughput (000 Liters) 3,325,485 3,343,785 3,034,711 ~ 
Coffee (000 M. tons) 70.1 66.2 b0 0.3 +2 
Ses a UL LU ...!C™”COCCCOTC”CO® ee eee ee ee 
Wheat (000 M. tons) 159. Ty 145 7 os a 
Sugarcane (000 M. tons) 1,719 x zai a 652. : -.1 
Sisal (000 M. tons) aeration ee ee 
Pyrethrum extract (M.T.) 196 204 166 -18 
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% Change 

1974 1975 1976 1975/76 
Cattle & Calves (000 head) 159.5 134.1 228 +70 
Milk (million liters) 249.8 230.0 200.6 - 9 
Beer (million liters) 157.6 153.8 164.1 + 6 
Cement (000 M.T. ) 856.4 890.9 986.9 +10 


Main Imports from the U.S. (1976): Aircraft ($2.1 million), fungicides 


($1.9 million), insecticides ($1.6 million), aircraft parts 


($1.5 million), telecommunications equipment ($1.1 million). 
Main Exports to the U.S. (1976): Coffee ($23.8 million), tea ($10.7 
milion. pyrethrum extract ($3.8 million), sisal fibers ($.42 million). 


ECONOMIC REFERENCES: Economic Survey 1977, Central Bureau of Statistics, 
Ministry of Finance and Planning; Statistical Abstract 1976, MOFP; 


Annual Trade Report of Tanzania, Uganda, and Kenya 1976, East African 
Customs and Excise Dept.; 1976/7 and 1977/8 Estimates of Revenue, 


Recurrent Expenditures, and Development, MOFP. 





SUMMARY 


Booming coffee revenues pulled the Kenyan economy out of 

a two-year recession. Recording an $86 million balance 

of payments surplus in 1976, Kenya posted a 5% GDP growth 
with hopes for nearly 7% in 1977. At 1976 year-end, 

foreign exchange reserves totalled $273 million but grew 

a further 75% through the first half of 1977. Rapid 

exchange inflows pumped bank liquidity ratios up to 30% 

and increased the money supply by 25%. While inflation was 
not a serious problem in 1976, consumer price indices 

Started accelerating in early 1977 and could result in annual 
inflation rate of 20% plus in 1977. The Kenyan Government is 
absorbing a good deal of the excess liquidity to cover budget 
deficits in the upcoming fiscal year. The already precarious 
future of the East African Community was dealt another blow 
by Tanzania's closure of its border with Kenya, interrupting 
inter-state trade and forcing Kenya to seek alternative 
markets in Africa and the Middle East. 








CURRENT ECONOMIC SITUATION AND TRENDS 


1976 Coffee Boom Brings Sudden Prosperity 


Reaping the benefits of record prices in both the coffee 
and tea markets, the Kenyan economy experienced a welcomed 
recovery in 1976. Real growth in gross domestic product 
(GDP) was slightly over 5%, compared to a disappointing 

1% in 1975. Significant real increases were achieved in 
the value of marketed agricultural production (6.5%), 
manufacturing (12.5%), and tourism (8.2%). 


According to government sources, fixed capital grew 11% 

in 1976, reversing an overall 10% decline in the previous 
three years. Although expenditures on buildings were 

lower than in 1975, capital spending on other types of 
construction -- both public and private -- increased. 

A substantial 29% rise was registered in investment in 
machinery and equipment. In summary, public sector invest- 
ment rose 14% in constant prices while private investment 
grew 11%. The bulk of the latter took place in manufacturing, 
electricity and water projects. Expenditures on road con- 
struction and water development accounted for 58% of govern- 
ment capital spending in 1976. Nearly 85% of Kenya's invest- 
ment was financed by domestic savings, a percentage up 
sharply from 1975 and indicative of both the general 
strengthening of the local economy and a proportionately 
reduced dependence on overseas capital. 


Kenya ended 1976 with an estimated $86.6 million balance 

of payments surplus, a record unmatched since the 1960's. 
The chronic trade gap -- worsened in recent years by 
expensive oil imports --.was narrowed by $81 million. 
Improved terms of trade reduced the deficit on current 
account from $154 million to $100 million, while capital 
inflows of $187 million more than offset the deficit on goods 
and services. At $89 million, private capital movements 
have yet to reach the high level of 1974. In fact, the 

past year continues a trend noticeable in Kenya's capital 
inflows where the Government's share of medium and long-term 
borrowing has quickly overtaken that of the private sector. 


The favorable development in Kenya's international accounts 
during 1976 almost eliminated the need for extraordinary 
financing from the International Monetary Fund. Use of 
Fund credit amounted to just under $19 million (mainly a 
drawing from the Compensatory Finance scheme). No drawings 


were made from the three-year Extended Financing Facility 
agreement signed in 1975 or the Trust Fund, for which 
Kenya applied in 1976. 


Sharply increased export revenues expanded foreign exchange 
to unprecedented levels in 1976. At year-end, reserves 
stood at $273.5 million, as opposed to $169.3 million in 
December 1975. Responding to this windfall, money supply 
shot up 25% over the same period. The Government attempted 
to control this expanding liquidity by setting modest 
guidelines on the growth of domestic credit, Government 
borrowing, and the commercial bank liquidity ratio. Despite 
some success by the Central Bank in restraining the expan- 
sion of domestic credit and reducing its advances to the 
Government, the money supply has risen considerably faster 
than GDP at constant prices. Luckily, inflation was not 

a serious problem in 1976 as consumer prices rose a modest 
6-8% according to government indices. However, the fast 
growth in money supply over the year along with price in- 
creases in controlled items and new wage awards, have con- 
tributed to predictions of 20% inflation in 1977. 


A rapid growth in development and investment expenditures 
by the Kenyan Government outpaced the revenue-earning 
ability of public institutions. Budget deficits, normally 
covered rather comfortably by external aid receipts, are 
consuming larger shares of domestic credit. Taking advantage 
of a temporarily buoyant economy, the Government borrowed 
heavily from local capital markets in 1977 and plans to 
absorb a good part of the excess bank liquidity through 
1978. Approximately 70% of Kenya's public debt is carried 
by local financial institutions. While the absolute value 
has increased significantly over the last two years, the 
economy has been able to extend the extra credit without 
unusual strain since slack private demand in the pre- 
coffee boom period picked up more slowly than the inflow 
of foreign exchange. 


GOK expenditures in FY 77 totalled $1.06 billion, of which 
$227 million was funded by external and domestic borrowing. 
Recurrent expenditures during FY 77 increased 22% over the 
previous year, a rise attributable for the most part to 
end-of-year defense allocations totalling $55 million. 

Aid receipts failed to meet original estimates by $33 million, 
yet development spending was also $43 million lower than 
anticipated. In his June 1977 Budget Message, the Finance 
Minister blamed shortfalls on project and disbursement delays. 











A conservative external borrowing policy and slow 
internal disbursements have enabled the GOK to maintain 
a respectable 3% debt service ratio on external commit- 
ments. Since about 90% of government debt has been 
incurred on a long-term, soft-credit basis, Kenya's 
external financing problems are not critical. Never- 
theless, to maintain the momentum of its ambitious 
development plans, the GOK must absorb an increasing 
amount of capital over the next decade which the World 
shan predicts will boost debt service costs in the early 
1980's. 


The dramatic rise in coffee exports -- both volume and 
value -- dominated Kenya's 1976 trade picture. In fact, 
removing the "windfall" gain from this one commodity, 
Kenya's trade balance was very close to the 1975 deficit. 
Moreover, the steep rise in coffee prices restored the 
country's terms of trade to the favorable 1972 level. 

In terms of value, foodstuffs (principally processed 
items) recorded the largest increase over 1975. The 
value of petroleum imports increased 8% but claimed a 
smaller share of total imports due to a drop in volume. 
Oil costs remain, however, an expensive element of Kenya's 
balance of payments. Net imports of petroleum and 
petroleum products (subtracting exports) amounted to 

$82 million in 1976 -- equivalent to 35% of the adverse 
balance on the merchandise account. 


Exports of non-food industrial supplies were 20% higher 
than the previous year. Exports of refined petroleum 
products, Kenya's second most important trade earner 
after coffee, increased in value but declined in volume. 
Sales of processed fuels outside of East Africa barely 
offset the loss on trade in this item to Uganda and 
Tanzania. Trade with the United States increased almost 
25% in 1976, thanks to a doubling of exports. 


In spite of poor rainfall over most of Kenya, gains were 
registered in marketed production of coffee, tea, wheat, 
rice, and maize. In line with its policy to increase 
rural incomes and encourage food self-sufficiency, the 
Government raised the controlled prices of a variety 

of staples including wheat, sugar, rice, beef and milk. 
As mentioned previously, coffee production enjoyed a 
bonanza year, with sales receipts amounting to $248 
million. 


Output of industrial crops such as pyrethrum, sisal, 
and cotton dropped, to a great extent due to unfavorable 


weather conditions. Livestock production increased 

in total head slaughtered but the deteriorating grazing 
conditions resulted in poor cattle grades. On the 
whole, though, marketed products demonstrated an im- 
pressive average price increase of 46% in 1976. 


Good Prospects for 1977 


As in 1976, the state of the Kenyan economy will be 
determined principally by the price of coffee. Optimistic 
forecasts call for a GDP growth of 6-7% in 1977 with 

a balance of payments surplus of approximately $240 
million. The Government has tried to temper public 
complacency over coffee profits by warning that temporary 
gains should not be carelessly squandered. Although 
Kenyan economists have been counting on boom prices 
through 1977, mid-year declines at the London auctions 
cast some uncertainty on the fall 1977 market. Meanwhile 
drought conditions prevailing throughout 1976 have been 
replaced by unusually heavy rains and flooding during 
early 1977. Agriculture should, though, enjoy a second 
prosperous year as indicated by the bumper spring maize 
crop. 


In his annual "state of the economy" preface to the new 
budget, the Finance Minister proposed using Kenya's 

new coffee wealth to regain momentum in the country's 
development programs lost over the past few years. 
Therefore, the FY 78 Government budget contains a 25% 
increase in expenditures and accelerated repayment of 
some external loans. Major appropriations will go 

to the Ministries of Water Development and Agriculture 
in addition to the traditionally large allocation to 
educational services. Taking advantage of the flush foreign 
exchange levels, Kenya plans to repay some high-interest 
external loans and replace previous IMF drawings granted 
as balance of payments relief. 


Unsettled political and economic relations among the 
three East African Community partners will have a definite 
impact on the Kenyan economy in 1977 and .1978. 


The nationalization of railways, telecommunications, and 
port services has imposed extraordinary capital require- 
ments to upgrade or extend existing infrastructure. 
Launching a national airways in early 1977 also posed 

a significant and urgent financial burden, reflected in 
a substantial allocation for the Ministry of Power and 
Communications in the Government's FY 78 Budget. Should 
the Governments of the Community states be unable to 





agree on funding their remaining shared services through 
1978, Kenya has announced its intention of financing 

the Kenyan-based activities of bodies such as the 

Civil Aviation Directorate, whose activities are essential 
to the local economy. Convinced that it can manage the 
institutions more efficiently and profitably, the 
Government is confident about its ability to meet the 

new funding obligations. 


Disintegrating regional cooperation has proved equally 
disruptive to private commercial activity. The Tanzanian 
closure of its border with Kenya has virtually halted 
bilateral trade and severely reduced Kenya's access to 
Zambian markets. Kenya has traditionally enjoyed an 
outstandingly favorable balance of trade with Tanzania, 

a country which contributed 40% of Kenya's total African 
commerce in 1976. Significant Kenyan exports hit by the 
border closure are metal products, industrial chemicals 
and foodstuffs. Nevertheless, the largest single Kenyan 
export to Tanzania -- petroleum products -- faced a 
declining demand anyway, due to increased local production 
in the Dar es Salaam refinery. 


Kenyan trade authorities have so far expressed minimal 
concern over the loss of Tanzanian markets, seeing an 
opportunity to open more profitable ties with the Middle 
East, northern Africa, and island nations in the Indian 
Ocean. Kenya is equally sanguine about filling the 

import loss with increased domestic production and new 
overseas supply sources. The two most important Tanzanian 
commodities involved in this trade diversion are raw 
cotton and tobacco. Many American firms supplying 
Tanzanian customers from Kenya have accommodated to 
developments by transferring Tanzanian accounts to their 
European distributors, with a resulting increase in pro- 
duct price to include extra shipping costs. As a con- 
venient location for regional business and financial 
offices, Nairobi may retain its allure to foreign 

firms who see opportunities in Sudan, for instance. How- 
ever, the demise of a viable Community market is definitely 
a disincentive to manufacturing investment. 


An immediate risk to Kenya's economic health already 
surfaced as the consumer price index began to rise in early 
1977 in response to both the heavy coffee profits and 
increases in controlled food prices. Wage awards announced 
in May 1977 for lower income groups offer some compensation 
but give further impetus to the inflationary spiral. In- 
creased government expenditures proposed for 1977-78 may 
also contribute to this trend. Since a good portion 

of the new allocations will 
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go towards large, capital-intensive projects such as 
airport construction, hydro-electric facilities, and 
transport purchases, there will be little trade-off 
in the creation of new employment opportunities. 


Despite some difficulties absorbing the sudden coffee 
wealth and the unpredictable future of the East African 
Community, Kenya is enjoying with moderation her 
economic rebound from the oil crisis of the early 1970's. 
Moreover, the renewed capacity to meet national develop- 
ment goals reinforces Kenyan political stability within 
a turbulent region. 


go toward large, capital-intensive projects such as airport 
construction, hydro-electric facilities, and transport 
purchases, there will be little trade-off in the creation of 
new employment opportunities. 


Despite some difficulties absorbing the sudden coffee wealth 
and the unpredictable future of the East African Community, 
Kenya is enjoying with moderation her economic rebound from 
the oil crisis of the early 1970's. Moreover, the renewed 
capacity to meet national development goals reinforces 
Kenyan political stability within a turbulent region. 


Implications for the United States 


The United States is quickly becoming one of Kenya's most 
important economic partners. Compatible ideas regarding the 
role of the private sector is one explanation. Specific 
needs which Americans can fill are another. GE's sale of 
26 diesel electric locomotives to Kenya in 1976 (contract 
about to be signed) provided a great boost for U.S. exports. 
Other signs of increasing U.S. commercial vitality in 1976 
included construction of a new $7 million General Motors 
assembly plant; Chemtex's plans for a $32 million polyester 
Staple and filament plant in Nanyuki; and completion of an 
$8 million addition to the Nairobi Inter-Continental Hotel. 


U.S. economic assistance to Kenya has risen to a proposed 
level of $30 million a year. Of special interest to U.S. 
businessmen are USAID's plans to upgrade secondary and minor 
roads, which should result in the purchase of American trucks 
and road-building machinery. 
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Active American commercial involvement is also obvious in the 
vigorous efforts of OPIC, the Overseas Private Investment 
Corporation, to facilitate U.S. investment in Kenya through 
loans, investment insurance, or perhaps OPIC's own equity 
participation. The Eximbank has likewise kept close tabs on 
Kenya. Exim has offered financing for aircraft, locomotives, 
hotel equipment and sugar-milling machinery. Teams from both 
Eximbank and OPIC visited Kenya in 1976 and reported a favor- 
able business climate. They and other visitors discovered 
opportunities in food processing, beef production, energy 


systems, health care, and various light manufacturing indus- 
tries. 


The following are other upcoming major projects in which 
American Businessmen could conceivably find some role to 
play. The Tana River is to be developed in its upper 

reaches for hydroelectric power and water supply, as well as 
irrigation. Plans call for a dam and power plant comprising 
two 20 MW turbines. Combined with earthworks for a reservoir 
of 75 square miles and irrigation equipment, the project 
should cost $100 million. Much of the financing is to come 
from the European Community. The corresponding lower Tana 
irrigation scheme (Bura) for cotton, maize, and peanut produc- 
tion is to cost $80 million. A Louisiana firm may propose a 
feasibility study to the Kenyan Government in mid-1977 for 
development of a sugar scheme in Busia District of Western 
Province. Other projects which may be of interest to U.S. 
businessmen are: a $65 million extension of the Nairobi 
water supply system; a geothermal energy project in the Rift 
Valley, to cost about $15 million; equipment purchase of 

$3.5 million for the new wing of Kenyatta National Hospital, 
making the hospital the biggest in black Africa; more sites 
and services schemes for low-cost housing in Nairobi, Mombasa, 
and Kisumu; and a mini-integrated steel plant to produce 
250,000 tons annually of flats, rounds, and other sections. 


More modest, perhaps, but nonetheless interesting, are the 
following opportunities being promoted to Kenya's Industrial 
Survey and Promotion Center. ISPC wants to see Kenya's food- 
processing industry develop further, utilizing asparagus, 
mushrooms, mangoes, and tomatoes. ISPC is also touting cattle 
feed lots, tanning and leather processing, and vegetable oil 
production. It sees possibilities for molasses-based yeast, 
fish, animal feeds, caustic soda, ceramic sanitary ware, sheet 
glass, reclaimed rubber, leaf springs, automobile components, 
and paper-mill strawboard. 
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